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SUMMARY  OF  RECOMMENDATIONS 

As  a  separate  section  in  the  front  of  each  audit  report  we  include  a 
listing  of  all  recommendations  together  with  a  notation  as  to  whether 
the  agency  concurs  or  does  not  concur  with  each  recommendation.   This 
listing  serves  as  a  means  of  summarizing  the  recommendations  contained 
in  the  report  and  the  audited  agency's  reply  thereto  and  also  as  a  ready 
reference  to  the  supporting  comments.   The  full  replies  of  the  Depart- 
ment of  Administration,  the  Department  of  Labor  and  Industry,  State 
Auditor,  and  the  Board  of  Investments  are  included  in  the  back  of  this 
report. 


Maintain  the  cash  change  fund  at  an  established  imprest 
amount . 

Agency  Reply:   Concur.   See  page  34. 

Establish  a  policy  requiring  daily  deposit  of  all  checks 
cashed  from  the  change  fund. 

Agency  Reply:   Concur.   See  page  34. 

Ensure  that  an  appropriate  supervisor  review  and  approve 
bank  reconciliations  on  a  sample  basis. 

Agency  Reply:   Concur.   See  page  34. 

Ensure  that  all  state  depository  banks  have  current  lists 
of  authorized  check  signers. 

Agency  Reply:   Concur.   See  page  35. 

Implement  policies  and  procedures  to  eliminate  the 
present  internal  control  weaknesses  and  duplication 
of  effort  problems  associated  with  the  Employment 
Security  Division  bank  accounts. 

Agency  Reply:   Concur.   See  page  35. 

Department  of  Labor  and  Industry  Reply:   Do  not  concur. 

See  page  43. 

Perform  timely  reconciliations  of  paying  agency  bond  and 
coupon  accounts. 

Agency  Reply:   Concur.   See  page  35. 

Maintain  subsidiary  ledgers  to  support  the  balance  in  the 
purchased  bond  and  coupon  clearing  account . 

Agency  Reply:   Concur.   See  page  35. 
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SUMMARY  OF  RECOMMENDATIONS  (Continued) 

Page 

Ensure  through  coordination  with  the  State  Auditor's 
Office  that  the  purchased  warrants  clearing  account 
is  properly  reported  at  fiscal  year-end.  11 


Agency  Reply:   Concur.   See  page  36. 
State  Auditor's  Office  Reply:   Concur. 


See  page  41. 


The  Accounting  Division  of  the  Department  of 

Administration  and  the  State  Auditor  coordinate 

activities  to  ensure  that  all  warrants  recorded  as 

outstanding  are  mailed.  12 

Agency  Reply:   Do  not  concur.   See  page  36. 
State  Auditor's  Office  Reply:   Do  not  concur. 
See  page  41. 

The  State  Auditor  work  with  the  Department  of 
Administration  to  determine  the  best  method  of 
accounting  for  returned  warrants.  12 

Agency  Reply:   Do  not  concur.   See  page  36. 
State  Auditor's  Office  Reply:   Do  not  concur. 
See  page  41. 

The  Computer  Services  Division  establish  and  implement 
written  procedures  concerning  the  handling  of  blank 
warrants.  13 

Agency  Reply:   Concur.   See  page  36. 

The  Board  of  Investments  ensure  that  the  final 

negotiated  compensating  balances  are  equitable  for 

both  the  state  of  Montana  and  the  depository  banks.  16 

Agency  Reply:   Concur.   See  page  37. 

Board  of  Investments  Reply:   Concur.   See  page  44. 

Implement  written  procedures  to  reduce  the  amount  of 

moneys  in  state  depository  banks.  17 

Agency  Reply:   Concur.   See  page  37. 

Cancel  state  of  Montana  bonds  and  coupons  immediately 
upon  receipt  to  preclude  increasing  insurance 
coverage  to  cover  these  bonds  and  coupons.  18 

Agency  Reply:   Concur.   See  page  37. 


SUMMARY  OF  RECOMMENDATIONS  (Continued) 


Page 


Periodically  review  the  amount  of  bearer  instruments  in 

their  possession  and  adequately  insure  them.  18 

Agency  Reply:   Concur.   See  page  37. 

Ensure  that  debt  figures  reported  represent  outstanding 

debt  obligations.  18 

Agency  Reply:   Concur.   See  page  37. 

Record  contractor  deposits  on  SBAS  as  assets  held  in 

trust.  19 

Agency  Reply:   Concur.   See  page  38. 

Periodically  review  accounting  records  to  disclose 
discrepancies  between  securities  recorded  and 
securities  actually  held.  19 

Agency  Reply:   Concur.   See  page  38. 

Take  an  annual  physical  inventory  in  compliance  with 

Management  Memo  70-17.  20 

Agency  Reply:   Concur.   See  page  38. 

Maintain  adequate  accounting  and  control  over 

equipment.  20 

Agency  Reply:   Concur.   See  page  38. 

Require  all  employees  to  submit  requests  for  leave  of 

absence  forms.  21 

Agency  Reply:   Concur.   See  page  38. 

Record  compensatory  time  in  compliance  with  the  Montana 

Operations  Manual.  21 

Agency  Reply:   Concur.   See  page  38. 

That  the  Department  of  Administration  issue  guidelines 
for  all  state  agencies  to  use  in  maintaining  complete 
and  current  personnel  files.  22 

Agency  Reply:   Concur.   See  page  38. 

Maintain  each  employee's  personnel  file  on  a  current 

basis.  22 

Agency  Reply:   Concur.   See  page  38. 
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The  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 

We  have  examined  the  Statement  of  Cash  Position,  Treasurer's  Cash 
Accountability  Account  of  the  Office  of  the  State  Treasurer  as  of  June  30, 
1977.   Our  examination  was  made  in  accordance  with  generally  accepted 
auditing  standards,  and  accordingly  included  such  tests  of  the  accounting 
records  and  such  other  auditing  procedures  as  we  considered  necessary  in 
the  circumstances,  except  as  indicated  in  the  following  paragraphs.   We 
did  not  test  the  balances  presented  for  investments.   These  investments 
were  examined  by  other  auditors  whose  report  thereon  has  been  furnished 
to  us,  and  our  opinion  expressed  herein,  insofar  as  it  relates  to  those 
investments  is  based  solely  upon  the  report  of  the  other  auditors. 

The  Treasurer's  Cash  Accountability  Account  is  a  self-balancing  set 
of  accounts  which  records  the  Treasurer's  responsibility  for  certain 
state  resources.   The  resources  include  all  cash  deposited  with  the 
Treasurer  or  with  banks  to  the  credit  of  the  State  Treasurer;  all  investments 
made  by  the  Board  of  Investments  from  surplus  treasury  cash;  and  money 
advanced  to  paying  agents  for  redemption  of  certain  bonds.   These  resources 
are  balanced  by  the  Treasurer's  Accountability  for  Cash  in  the  Treasury 
and  the  Treasurer's  Accountability  for  Outstanding  Warrants.   The 
statement  does  not  include  state  money  or  investments  not  deposited  to 
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the  credit  of  or  held  by  the  Treasurer;  nor  does  it  include  any  other 
state  resources,  receivables,  liabilities,  or  claims  against  state 
money . 

The  Statement  of  Cash  Position,  Treasurer's  Cash  Accountability 
Account  is  not  accompanied  by  statements  of  revenue,  expenditure,  or  a 
statement  of  changes  in  fund  balance  since  it  reports  only  specific 
resources  and  the  accountability  for  these  resources  at  June  30,  1977. 
Revenue,  expense,  and  changes  in  fund  balances  are  reported  in  the 
statements  of  state  agencies  which  collect  revenue  or  authorize  expendi- 
tures. 

As  discussed  below  and  in  greater  detail  in  this  report  beginning 
on  page  2,  the  Statement  of  Cash  Position,  Treasurer's  Cash  Accountability 
Account  contains  account  balances  that  are  materially  misstated. 

The  Treasurer  did  not  maintain  cash  on  hand  on  the  imprest  basis. 
The  Treasurer  reported  a  balance  of  $11,049  when  the  actual  balance  was 
$9,255  resulting  in  an  overstatement  of  $1,794.   Cash  in  demand  accounts 
is  correspondingly  understated  by  $1,794. 

The  statement  reports  a  balance  in  purchased  warrants  clearing  of 
$3,235,352.   This  account  should  have  a  zero  balance  and  is  therefore 
overstated  by  $3,235,352.   This  misstatement  also  resulted  in  an  under- 
statement of  cash  in  demand  accounts  of  $428,623  and  an  overstatement  of 
outstanding  warrants  of  $2,806,729  at  June  30,  1977.   In  addition  to  the 
$1,794  and  $428,623  understatements  of  cash  in  demand  accounts  mentioned 
above,  cash  is  overstated  by  $1,730  due  to  prior  and  current  year  account- 
ing errors. 

In  addition  to  the  overstatement  of  outstanding  warrants  of  $2,806,729 
mentioned  above,  this  account  is  overstated  by  $245,197  at  June  30,  1977 
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due  to  prior  year  accounting  errors.  Additionally,  outstanding  warrants 
is  overstated  by  $128,201  due  to  errors  which  are  discussed  beginning  on 
page  11  of  this  report. 

The  statement  reports  a  deficit  balance  in  interentity  transfers 
clearing  of  $251,299.   This  account  should  have  a  zero  balance  and, 
therefore,  is  understated  by  this  amount.   We  did  not  determine  the 
accounts  which  may  have  been  overstated  due  to  this  error. 

In  our  opinion,  because  of  the  material  nature  of  the  matters 
discussed  in  the  preceding  paragraphs,  the  Statement  of  Cash  Position, 
Treasurer's  Cash  Accountability  Account  does  not  fairly  present  the 
resources  or  accountability  which  that  statement  purports  to  present  at 


June  30,  1977. 


Respectfully  submitted, 

Morris  L.  Brusett,  CPA 
Legislative  Auditor 


September  1,  1977 
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The  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 

We  have  examined  the  balance  sheet  of  the  Office  of  the  State 
Treasurer  as  of  June  30,  1977,  and  the  related  statements  of  revenue 
compared  to  revenue  estimates,  expenditures  compared  to  appropriations, 
expenditures  by  object,  and  changes  in  fund  balances,  for  the  year  then 
ended.   Our  examination  was  made  in  accordance  with  generally  accepted 
auditing  standards  and  accordingly  included  such  tests  of  the  accounting 
records  and  such  other  auditing  procedures  as  we  considered  necessary  in 
the  circumstances. 

The  Office  of  the  State  Treasurer  has  not  maintained  a  record  of 
its  general  fixed  assets  and  accordingly  a  statement  of  general  fixed 
assets  required  by  generally  accepted  accounting  principles  is  not 
included  in  the  financial  report. 

In  our  opinion  the  aforementioned  financial  statements  present 
fairly  the  financial  position  of  the  Office  of  the  State  Treasurer  as  of 
June  30,  1977,  and  the  results  of  its  operations  and  changes  in  fund 
balances  for  the  year  then  ended  in  conformity  with  generally  accepted 
accounting  principles  applied  on  a  basis  consistent  with  that  of  the 
preceding  year. 

Respectfully  submitted, 


Morris  L.  Brusett,  CPA 
Legislative  Auditor 


September  1,  1977 
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OBJECTIVE  OF  INTERNAL  CONTROL  REVIEW 

We  have  examined  the  financial  statements  of  the  Treasury  Division 
of  the  Department  of  Administration  covering  the  period  ending  June  30, 
1977  and  have  issued  our  report  thereon  dated  September  1,  1977.   As  a 
part  of  our  examination,  we  reviewed  and  tested  the  division's  system  of 
internal  accounting  control  to  the  extent  we  considered  necessary  to 
evaluate  the  system  as  required  by  generally  accepted  auditing  standards. 
Under  these  standards  the  purpose  of  such  evaluation  is  to  establish  a 
basis  for  reliance  thereon  in  determining  the  nature,  timing,  and  extent 
of  other  auditing  procedures  that  are  necessary  for  expressing  an  opinion 
on  the  financial  statements. 

The  objective  of  internal  accounting  control  is  to  provide  reason- 
able, but  not  absolute,  assurance  as  to  the  safeguarding  of  assets 
against  loss  from  unauthorized  use  or  disposition,  and  the  reliability 
of  financial  records  for  preparing  financial  statements  and  maintaining 
accountability  for  assets.   The  concept  of  reasonable  assurance  recognizes 
that  the  cost  of  a  system  of  internal  accounting  control  should  not 
exceed  the  benefits  derived  and  also  recognizes  that  the  evaluation  of 
these  factors  necessarily  requires  estimates  and  judgments  by  management. 

There  are  inherent  limitations  that  should  be  recognized  in  con- 
sidering the  potential  effectiveness  of  any  system  of  internal  accounting 
control.   In  the  performance  of  most  control  procedures,  errors  can 
result  from  misunderstanding  of  instructions,  mistakes  of  judgment, 
carelessness,  or  other  personal  factors.   Control  procedures  whose 
effectiveness  depends  upon  segregation  of  duties  can  be  circumvented  by 
collusion.   Similarly,  control  procedures  can  be  circumvented  intentionally 
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by  management  with  respect  either  to  the  execution  and  recording  of 
transactions  or  with  respect  to  the  estimates  and  judgments  required  in 
the  preparation  of  financial  statements.   Further,  projection  of  any 
evaluation  of  internal  accounting  control  to  future  periods  is  subject 
to  the  risk  that  the  procedures  may  become  inadequate  because  of  changes 
in  conditions  and  that  the  degree  of  compliance  with  the  procedures  may 
deteriorate. 

Our  study  and  evaluation  of  the  division's  system  of  internal 
accounting  control  for  the  period  ending  June  30,  1977  which  was  made 
for  the  purpose  set  forth  in  the  first  paragraph  above,  would  not  neces- 
sarily disclose  all  weaknesses  in  the  system.   However,  such  study  and 
evaluation  disclosed  conditions  that  we  believe  to  be  material  weaknesses 
in  the  internal  accounting  controls  established  by  the  division  and  the 
division's  compliance  with  those  controls.   We  discuss  these  weaknesses 
on  pages  1-22  of  this  report. 
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COMMENTS 
GENERAL 

Article  VII,  section  1,  Constitution  of  the  State  of  Montana,  1889, 
created  the  Office  of  the  State  Treasurer  as  a  constitutional  office 
under  the  executive  branch  of  government  of  the  state  of  Montana.   The 
State  Treasurer  was  elected  to  a  four  year  term,  and  was  prohibited  from 
serving  consecutive  terms. 

Pursuant  to  the  Executive  Reorganization  Act  of  1971,  the  State 
Treasurer's  office  was  attached  to  the  Department  of  Administration  for 
administrative  purposes.   Under  the  Executive  Reorganization  Act  of 
1971,  the  Treasurer  exercised  policy  making  functions  independent  of  the 
department  and  without  approval  or  control  of  the  department.   The  1972 
Montana  Constitution  deleted  the  Office  of  the  State  Treasurer  as  a  con- 
stitutionally created  office. 

Effective  July  1,  1977,  and  pursuant  to  Section  82A-214,  R.C.M. 
1947,  the  Office  of  the  State  Treasurer  was  abolished  and  all  functions 
and  duties  of  the  State  Treasurer  as  prescribed  by  law  were  transferred 
to  the  director  of  the  Department  of  Administration  who  serves  as  "ex 
officio"  State  Treasurer.   The  State  Treasurer's  office  became  the 
Treasury  Division  of  the  Department  of  Administration  on  July  1,  1977. 

During  the  fiscal  year  ended  June  30,  1977,  the  division  employed 
nine  individuals.   These  employees  perform  the  following  functions 
assigned  to  the  division:  (1)  receiving  and  accounting  for  all  moneys 
belonging  to  the  state,  (2)  providing  custody  of  all  moneys  and  secu- 
rities of  the  state  unless  otherwise  expressly  provided  by  law,  and  (3) 
ensuring  that  state  moneys  are  adequately  collateralized. 
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Our  audit  disclosed  discrepancies  in  the  Treasury  Division's 
records  which  we  discuss  in  the  following  report. 
CASH  ACCOUNTABILITY  ACCOUNT 

The  operation  of  the  Treasury  Division's  Cash  Accountability  Account 
is  explained  on  page  24,  Notes  to  Financial  Statements.   During  our 
audit,  we  noted  the  following  problems  concerning  this  account. 

As  a  result  of  our  fiscal  year  1975-76  audit  of  the  Office  of  the 
State  Treasurer  where  we  disclosed  numerous  material  errors  in  the  Cash 
Accountability  Account,  an  interagency  task  force  was  established  in  an 
attempt  to  locate  these  errors.   The  task  force  was  composed  of  personnel 
from  the  Management  Systems,  Treasury,  and  Accounting  Divisions,  the 
State  Auditor's  Office,  and  our  office.   From  task  force  findings  the 
Department  of  Administration  adjusted  the  Cash  Accountability  Account  at 
June  30,  1977.   The  adjustments  resulted  from  accounting  errors  made  in 
the  division's  Cash  Accountability  Account  since  the  Statewide  Budgeting 
and  Accounting  System  (SBAS)  was  initiated  in  1972.   All  of  the  adjust- 
ments resulted  from  errors  which  occurred  in  years  prior  to  fiscal  year 
1976-77.   A  majority  of  the  accounting  errors  occurred  in  the  early 
years  of  SBAS,  with  a  decreasing  number  of  errors  in  recent  years. 

We  reviewed  supporting  documentation  for  the  correcting  entries  at 
June  30,  1977.   The  task  force  has  located  additional  errors  in  the 
account  since  that  date;  however,  the  Department  of  Administration  had 
not  made  adjustments  for  these  errors  at  the  completion  of  our  audit. 
We  have  not,  therefore,  reviewed  documentation  relating  to  these  addi- 
tional errors. 

As  of  June  30,  1977,  the  remaining  unlocated  prior  year  errors  in 
the  Treasury  Division's  Cash  Accountability  Account  were: 
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1.  An  overstatement  of  cash  in  demand  accounts  of  $1,188. 

2.  An  overstatement  of  the  purchased  bonds  and  coupons  clearing 
account  of  $1,927. 

3.  An  overstatement  of  the  deposit  corrections  clearing  account 
of  $441. 

4.  An  overstatement  of  outstanding  warrants  of  $245,197. 

5.  An  understatement  of  the  interentity  transfers  clearing  account 
of  $251,136. 

Management  Systems  personnel  stated  that  they  believe  the  errors  remaining 
in  outstanding  warrants  and  interentity  transfers  clearing  occurred  when 
these  accounts  were  first  placed  on  SBAS. 

As  of  June  30,  1977,  if  all  errors  remaining  from  prior  years  had 
been  located,  the  Treasury  Division's  Cash  Accountability  Account  would 
have  reported  $9,495  more  assets  than  accountability  for  those  assets. 

We  noted  from  our  review  of  the  task  force's  methodology  of  adjusting 
the  Treasury  Division's  Cash  Accountability  Account  that  all  adjustments 
made  to  cash  in  demand  accounts  were  made  to  the  division's  clearing 
bank  account.   The  task  force  did  not  determine  which  banks  with  cash  in 
demand  accounts  were  misstated.   Instead,  they  determined  the  total 
misstatement  of  cash  in  demand  accounts.   The  task  force  supervisor 
stated  that  to  determine  which  banks  with  cash  in  demand  accounts  were 
misstated  would  have  been  more  time  consuming  and  costly  than  the  benefit 
obtained  from  the  additional  work.   The  supervisor  also  stated  that  they 
plan  to  adjust  the  individual  banks  with  cash  in  demand  accounts  "into 
balance"  at  the  close  of  the  task  force's  work.   Since  all  entries  were 
made  to  the  division's  clearing  bank  account,  this  account  is  overstated 
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by  $7,173,940  and  another  Helena  bank  account  is  understated  by  $7,172,752 
at  June  30,  1977. 

As  noted  previously,  we  reviewed  the  Department  of  Administration's 
adjustments  to  the  Treasury  Division's  Cash  Accountability  Account  as  of 
June  30,  1977.   The  total  dollar  amount  of  the  adjustments  was  $10,190,477 
and  based  on  our  review  we  agre2  that  the  adjustments  are  reasonable. 
The  task  force  is  still  working  to  resolve  the  remaining  errors;  there- 
fore, we  have  not  included  recommendations  in  this  report  concerning 
this  matter. 
CASH  ON  HAND 

The  Treasury  Division  maintains  a  $10,000  change  fund  on  the  imprest 
basis  to  cash  state  warrants  and  state  employees'  personal  checks.   The 
division  increases  the  fund  to  amounts  greater  than  $10,000  on  paydays 
to  accommodate  the  increased  volume  of  state  payroll  warrant  cashing. 
At  replenishment  the  division  must  prepare  two  Statewide  Budgeting  and 
Accounting  System  (SBAS)  documents.   The  division  prepares  a  journal 
voucher  to  transfer  moneys  from  the  change  fund  to  cash  in  demand  accounts 
representing  the  local  bank  deposit  of  the  checks  and  warrants.   The 
division  also  prepares  a  treasurer's  check  issued  summary  form  trans- 
ferring moneys  from  cash  in  demand  accounts  to  the  change  fund  repre- 
senting the  replacement  of  moneys  to  the  change  fund  equaling  the  amount 
of  checks  and  warrants  deposited.  We  noted  the  following  problems 
concerning  the  division's  handling  of  the  fund. 

We  counted  the  division's  change  fund  on  three  occasions,  and  twice 
we  noted  that  the  division  did  not  maintain  the  fund  at  $10,000.   The 
amount  of  currency  and  coin  in  the  division's  change  fund  was  $583  and 
$745  less  than  $10,000.   Both  discrepancies  occurred  because  the  division 
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failed  to  write  treasury  checks  to  replenish  the  fund  for  checks  and 
warrants  deposited  from  the  fund. 

Also,  at  June  30,  1977,  the  division  overstated  cash  on  hand  on 
their  balance  sheet  by  $1,794,  and  understated  cash  in  demand  accounts 
by  the  same  amount.   They  reported  a  balance  of  $11,049,  when  there  was 
actually  $9,255  in  their  change  fund.   Part  of  the  overstatement,  $745, 
is  discussed  above.   The  remaining  portion,  $1,049,  occurred  since  the 
division  failed  to  input  the  necessary  SBAS  document  prior  to  fiscal 
year-end  to  reduce  the  fund  for  checks  and  warrants  deposited  with  a 
local  bank.   If  the  imprest  basis  of  accounting  for  the  change  fund  is 
to  be  useful  in  strengthening  internal  control  over  change  fund  activ- 
ities, the  division  must  ensure  that  the  fund  is  maintained  at  an  imprest 
amount.   The  authorized  imprest  amount  can  continue  to  be  increased  on 
paydays . 

RECOMMENDATION 

We  recommend  that  the  division  maintain  the  cash  change  fund  at 
an  established  imprest  amount. 
Daily  Deposit  of  Checks 

In  our  prior  audit  of  the  Office  of  the  State  Treasurer  we  recom- 
mended that  a  policy  be  established  requiring  daily  deposit  of  all 
checks  cashed  from  the  change  fund.   The  division  has  not  complied  with 
this  recommendation. 

In  three  instances  we  noted  that  the  division  had  between  $510  and 
$710  of  checks  in  the  change  fund  and  did  not  make  a  deposit  with  the 
local  clearing  bank.   We  also  noted  that  a  check  from  an  employee  for 
$100  was  written  on  a  Friday  at  the  close  of  business  and  not  deposited 
until  Wednesday  of  the  following  week.   The  division  should  establish  a 
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policy  whereby  all  checks  cashed  from  the  change  fund  are  deposited 
daily. 

RECOMMENDATION 

We  recommend  that  the  division  establish  a  policy  requiring  daily 
deposit  of  all  checks  cashed  from  the  change  fund. 
CASH  IN  DEMAND  ACCOUNTS 

The  Treasury  Division's  general  ledger  reports  cash  in  demand 
accounts  of  $17,407,896  at  June  30,  1977.  We  noted  the  following  dis- 
crepancies involving  cash  in  demand  accounts . 
Review  of  Bank  Reconciliations 

In  our  prior  audit  of  the  Treasurer's  Office  we  recommended  that  an 
appropriate  supervisor  review  and  approve  bank  reconciliations  on  a 
sample  basis.  We  noted  that  none  of  the  May  31,  1977  bank  reconcili- 
ations had  been  reviewed  by  an  appropriate  supervisor.   A  supervisor 
should  review  reconciliations  to  determine  if  they  are  prepared  properly. 

RECOMMENDATION 

We  recommend  that  the  division  ensure  that  an  appropriate  supervisor 
review  and  approve  bank  reconciliations  on  a  sample  basis. 
Authorized  Check  Signers 

We  stated  in  our  fiscal  year  1975-76  report  on  our  audit  of  the 
Treasurer's  Office  that  eleven  state  depository  banks  maintained  lists 
of  authorized  check  signers  including  past  employees  and  other  state 
employees.   The  division  made  attempts  during  fiscal  year  1976-77  to 
correct  the  prior  years'  incorrect  check  signers  through  correspondence 
with  the  depository  banks.   However,  as  of  June  30,  1977,  we  received 
lists  of  authorized  check  signers  from  all  state  depository  banks  and 
noted  21  instances  where  former  division  employees  were  authorized  to 
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sign  treasury  checks.   Because  of  the  large  volume  of  transactions 
flowing  through  the  Treasury  Division  daily,  it  is  important  that  the 
division  ensure  that  depository  banks  have  current  lists  of  authorized 
check  signers. 

RECOMMENDATION 

We  recommend  that  the  division  ensure  that  all  state  depository 
banks  have  overrent  lists  of  authorized  cheak  signers. 
Employment  Security  Division's  Accounts 

The  Treasury  Division's  cash  in  demand  account  subsidiary  ledger  at 
June  30,  1977,  included  four  Employment  Security  Division's  accounts 
totaling  $513,000.   The  Treasury  Division  neither  reconciles  nor  controls 
these  accounts.   The  division  does  not  receive  the  bank  statements  or 
write  checks  on  the  accounts.   Therefore,  the  division  relies  upon  the 
Employment  Security  Division  for  account  balances. 

Our  Department  of  Labor  and  Industry  Employment  Security  Division 
(ESD)  audit  report  for  the  fiscal  year  ended  June  30,  1975,  addressed 
the  internal  control  and  duplication  of  duties  problems  associated  with 
these  bank  accounts,  and  we  presented  recommendations  to  correct  them. 
We  also  addressed  this  issue  in  our  prior  audit  report  relating  to  the 
State  Treasurer's  Office  for  fiscal  year  ended  June  30,  1976.   Little 
has  been  done  to  correct  the  weaknesses  noted.   Management  Systems 
Division  of  the  Department  of  Administration  has  issued  a  draft  memo- 
randum concerning  these  matters  and  has  met  with  ESD  personnel.   The 
Treasury  Division  and  ESD  should  combine  efforts  to  eliminate  internal 
control  weaknesses,  duplication  of  duties,  and  other  problems  associated 
with  these  bank  accounts. 
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RECOMMENDATION 

We  recommend  that  the  Treasury  Division  and  the  Employment  Security 
Division  implement  policies  and  procedures  to  eliminate  the 
present  internal  control  weaknesses  and  duplication  of  effort 
problems  associated  with  the  Employment  Security  Division  bank 
accounts. 
PURCHASED  BONDS  AND  COUPONS  CLEARING 

The  general  ledger  presented  a  balance  of  $800,692  in  the  purchased 
bonds  and  coupons  clearing  account  at  June  30,  1977.   We  noted  the 
following  problems  associated  with  this  account. 
Monthly  Reconciliation 

In  our  report  resulting  from  our  fiscal  year  1975-76  audit  of  the 
Treasurer's  Office  we  recommended  that  the  Treasurer  perform  monthly 
reconciliations  of  paying  agent  bond  and  coupons  accounts.   The  division 
has  not  complied  with  this  recommendation. 

During  fiscal  year  1976-77  several  errors  occurred  at  paying  agent 
banks  and  in  the  Statewide  Budgeting  and  Accounting  System  (SBAS)  which 
were  not  detected  until  our  office  staff  attempted  to  reconcile  the 
account  at  June  30,  1977.   The  dollar  amount  of  the  errors  was  insig- 
nificant; however,  this  points  out  that  the  division  does  not  perform 
reconciliations  and  that  they  must  perform  the  reconciliations  to 
detect  errors  in  both  the  bank  accounts  and  SBAS . 
RECOMMENDATION 

We  recommend  that  the  division  perform  timely  reconciliations  of 
paying  agent  bond  and  coupon  accounts. 
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Subsidiary  Ledgers 

We  previously  recommended  establishing  subsidiary  ledgers  to  support 
the  balance  in  the  purchased  bonds  and  coupons  clearing  account.   The 
division  has  not  done  this.   The  division  maintains  a  hand-posted  set  of 
subsidiary  records,  but  these  do  not  agree  to  the  general  ledger,  nor 
are  they  useful  in  detecting  errors  in  transactions. 

Although  this  account  is  referred  to  as  a  clearing  account,  the 
balance  represents  a  real  state  asset — cash  deposited  with  banks  which 
act  as  paying  agents  for  the  state.   A  minimum  requirement  to  control 
the  balances  in  this  account  is  a  subsidiary  ledger  listing  balances  at 
each  bank  for  each  bond  issue.   The  division  should  reconcile  the  sub- 
sidiary to  the  general  ledger  each  month  and  investigate  any  differences. 

RECOMMENDATION 

We  recommend  that  the  division  maintain  subsidiary  ledgers  to 
support  the  balance  in  the  purchased  bond  and  coupon  clearing 
account. 
OUTSTANDING  WARRANTS 

In  an  effort  to  improve  accountability  over  the  process  of  pur- 
chasing cashed  warrants  from  the  local  clearing  bank,  the  division, 
during  fiscal  year  1976-77,  created  a  purchased  warrants  clearing 
account.   The  division  uses  this  clearing  account  in  addition  to  the 
account  for  outstanding  warrants.   The  division  increases  the  new  account 
when  they  purchase  cashed  warrants  from  the  clearing  bank,  and  the  State 
Auditor  reduces  the  account  when  the  number  and  dollar  amount  of  the 
warrants  are  compared  to  bank  figures  and  all  differences  are  resolved. 

The  division's  June  30,  1977  general  ledger  reported  balances  of 
$19,687,726  and  $3,235,352  for  accountability  for  outstanding  warrants 
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and  purchased  warrants  clearing,  respectively.   Accountability  for 
outstanding  warrants  at  June  30,  1977  was  overstated  by  $3,180,127,  of 
which  $245,197  applies  to  prior  years'  errors  which  the  interagency  task 
force  did  not  locate  and  correct  by  June  30,  1977.   (This  is  discussed 
further  on  page  2  of  this  report.)   Purchased  warrants  clearing  is 
overstated  by  $3,235,352.   The  reasons  for  these  overstatements  are 
discussed  in  the  following  sections. 
Purchased  Warrants  Clearing  Account 

At  fiscal  year-end  any  clearing  account  should  have  a  zero  balance 
to  avoid  misstatements  of  the  clearing  account  and  the  accounts  to  which 
clearing  account  activities  relate.   At  June  30,  1977,  purchased  warrants 
clearing  had  a  balance  of  $3,235,352  and  is  thus  overstated  by  this 
amount . 

A  significant  portion  of  the  overstatement,  $2,807,060,  occurred 
because  the  Treasury  Division  listed  warrants  representing  this  amount 
as  July  1,  1977  disbursements  in  its  transmittal  of  information  to  the 
State  Auditor's  Office,  when  the  bank  actually  charged  the  state  of 
Montana  for  these  warrants  on  June  30,  1977.   The  State  Auditor's  Office 
did  not  reduce  the  purchased  warrants  clearing  account  for  this  amount, 
since  they  believed  the  warrants  were  fiscal  year  1977-78  disbursements. 
This  resulted  in  a  $2,807,060  overstatement  of  outstanding  warrants. 

An  additional  portion  of  the  overstatement,  $428,623,  occurred 
because  the  Treasury  Division  incorrectly  increased  the  clearing  account 
for  warrants  which  the  bank  did  not  charge  the  state  until  July  1,  1977. 
This  error  also  understated  cash  in  demand  accounts  at  June  30,  1977,  by 
$428,623.   The  remaining  insignificant  portion  of  the  error,  $331, 
occurred  because  the  State  Auditor's  Office  experienced  a  delay  in 
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receiving  reconciliation  documents.   The  Treasury  Division  should 
ensure,  through  coordination  with  the  State  Auditor's  Office,  that 
purchased  warrants  clearing  is  properly  reported  at  fiscal  year-end. 

RECOMMENDATION 

We  recommend  that  the  Treasury  Division  ensure  through  coordination 
with  the  State  Auditor  's  Office  that  the  purchased  warrants 
clearing  account  is  properly  reported  at  fiscal  year-end. 
Warrants  Not  Mailed 

A  warrant  is  not  legally  outstanding  until  mailed.   As  of  June  30, 
1977,  the  State  Auditor  did  not  mail  but  recorded  $113,480  of  warrants 
as  outstanding.   This  resulted  in  an  overstatement  of  outstanding 
warrants  at  June  30,  1977,  of  $113,480. 

Of  the  total  overstatement,  $109,500  was  attributed  to  not  mailing 
Montana  State  University  (MSU)  warrants.   An  official  in  the  State 
Auditor's  Office  stated  that  there  was  not  enough  time  at  June  30,  1977, 
to  process  the  warrants  for  mailing  on  June  30  since  each  envelope  had 
to  be  processed  manually.   The  MSU  warrants  were  issued  as  reductions  of 
accounts  payable  to  students  at  the  university  for  breakage  deposits. 
Since  the  State  Auditor's  Office  did  not  mail  the  warrants,  and  the  SBAS 
document  which  reduced  accounts  payable  at  MSU  was  processed  on  June  30, 
1977,  MSU's  accounts  payable  and  cash  balances  at  June  30,  1977  are  also 
understated  by  $109,500. 

The  remaining  portion  of  the  overstatement,  $3,980,  resulted  from 
the  Department  of  Administration,  Accounting  Division,  not  releasing 
transmittals  for  certain  warrants.   The  State  Auditor's  Office  will  not 
mail  warrants  for  which  they  do  not  receive  transmittals  since  they  use 
the  transmittals  to  verify  the  vendor  and  amount  on  warrants  prior  to 
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mailing.   The  Accounting  Division  and  the  State  Auditor  should  coor- 
dinate activities  to  ensure  that  all  warrants  recorded  as  outstanding 
are  mailed. 

RECOMMENDATION 

We  recommend  the  Accounting  Division  of  the  Department  of 

Administration  and  the  State  Auditor  coordinate  activities  to 
ensure  that  all  warrants  recorded  as  outstanding  are  mailed. 
Returned  Warrants 

At  June  30,  1977,  the  State  Auditor's  Office  had  $14,721  of  warrants 
returned  to  them  for  various  reasons.   These  warrants  represent  an 
overstatement  of  outstanding  warrants  since  they  do  not  have  the  capa- 
bility of  being  cashed  when  they  are  in  the  State  Auditor's  possession. 
The  State  Auditor  should  work  with  the  Department  of  Administration  to 
determine  the  best  method  of  accounting  for  returned  warrants. 
RECOMMENDATION 

We  recommend  that  the  State  Auditor  work  with  the  Department  of 
Administration  to  determine  the  best  method  of  accounting  for 
returned  warrants. 
Control  Over  Blank  Warrants 

When  the  Computer  Services  Division  accepts  blank  warrants  from  the 
State  Auditor's  Office,  they  do  not  ensure  that  they  have  received  all 
warrants  for  which  they  accept  responsibility.   Division  employees  sign 
for  the  warrants,  but  they  do  not  inspect  the  warrants.  Warrants  could 
be  lost  or  misappropriated  prior  to  the  division's  acceptance,  and  the 
responsibility  for  the  loss  would  be  with  the  division. 

We  also  noted,  on  two  occasions,  that  blank  warrants  were  left  in 
the  input-output  (I/O)  area  of  the  computer  operations  facility,  and 
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that  the  blank  warrants  were  accessible  by  numerous  individuals.   In  one 
instance,  during  the  evening,  blank  warrants  were  left  in  the  I/O  area 
without  anyone  in  the  area.   One  of  our  office  employees  mentioned  this 
fact  to  computer  production  control  personnel  who  then  placed  the  blank 
warrants  in  the  vault.   An  official  from  the  Computer  Services  Division 
stated  that  they  have  not  adopted  written  procedures  for  the  handling  of 
blank  warrants.   The  division  should  implement  written  procedures  con- 
cerning the  handling  of  blank  warrants  to  aid  in  strengthening  control 
over  the  warrants. 

RECOMMENDATION 

We  recommend  that  the  Computer  Services  Division  establish  and 
implement  written  procedures  concerning  the  handling  of  blank 
warrants. 
EXCESSIVE  DEMAND  DEPOSIT  BALANCES  IN  DEPOSITORY  BANKS 

During  fiscal  year  1976-77,  the  division  established  a  system  of 
transferring  state  money  by  wire  to  the  Helena  clearing  bank  for  approx- 
imately 40  percent  of  the  banks  located  outside  of  Helena.   The  banks 
are  supposed  to  transfer  moneys  on  a  weekly  basis.   The  division  attempted 
to  place  banks  with  the  greatest  dollar  amount  of  deposits  on  the  direct 
wire  transfer  method.   Through  initial  negotiations  with  outside  banks, 
the  division  also  revised  the  amount  of  compensating  balance  from  the 
original  amount  of  $700,000  for  all  outside  banks  to  $1,687,500  as  of 
June  30,  1977.   The  original  amount  of  $700,000  was  based  upon  the 
Office  of  the  State  Treasurer's  book  balances  for  the  outside  banks, 
whereas  the  $1,687,500  is  based  upon  bank  balances.   Therefore,  the 
later  figure  includes  deposits  in  banks  prior  to  book  entry  of  the 
deposits  or  "float."  The  compensating  balances,  ranging  from  $1,500  to 
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$50,000,  were  established  by  individual  bank  rather  than  in  total. 
Although  these  are  the  stated  compensating  balances,  many  banks  are 
compensated  much  more  since  drawdown  of  deposits  are  only  made  on  a 
weekly  basis.   This  means  that  banks  have  the  use  of  state  money  from 
one  to  six  days  prior  to  transferring  it  to  Helena.   Compensating 
balances  are  still  under  negotiation  and  an  official  of  the  Investment 
Division  stated  that  the  Board  of  Investments  has  not  approved  the 
amount  of  the  new  compensating  balances  under  the  provisions  of  Section 
79-301(3),  R.C.M.  1947.   Upon  final  negotiation  of  the  amounts,  the 
Board  of  Investments  should  ensure  that  the  amounts  are  equitable  for 
both  the  state  of  Montana  and  the  depository  banks. 

In  our  audit  of  the  Board  of  Investments  for  fiscal  year  ended 
June  30,  1975,  we  reported  an  average  daily  balance  in  banks  outside  of 
Helena  of  $5,697,900  for  September,  October,  and  November  1975.   In  our 
audit  of  the  State  Treasurer's  office  for  fiscal  year  ended  June  30, 
1976,  we  reported  average  daily  balances  in  the  outside  banks  of  $5,617,000 
and  $6,097,000  during  September  and  October  1976,  respectively.   This 
situation  has  not  significantly  improved.   During  May,  June,  July,  and 
October  1977  the  average  daily  balances  were  $5,248,900,  $4,949,600, 
$4,330,800,  and  $5,063,600  respectively.   This  is  exhibited  in  Illustra- 
tion 1  on  page  15.   To  substantiate  our  figures,  we  also  calculated  a 
collected  balance  for  June  which  was  insignificantly  different  from 
June's  average  daily  balance.   As  demonstrated  in  Illustration  1,  from 
May  through  July  1977  a  slight  improvement  occurred;  however,  in  October 
the  balance  again  climbed  back  up  over  the  $5,000,000  mark.   The  time 
period  of  slight  improvement  coincides  with  the  duration  of  our  audit 
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work.   As  shown  in  the  illustration,  the  division  did  not  significantly 

reduce  the  total  amount  of  moneys  in  outside  banks. 

The  illustration  does  not  report  the  amount  of  outstanding 
warrants  which  outside  banks  have  honored  and  not  yet  presented  for 
payment  with  the  state  of  Montana.   Banks  provide  a  significant  service 
to  the  state  in  cashing  warrants,  and  this  service  is  considered  by  the 
division  and  the  Board  of  Investments  in  setting  compensating  balances. 


Dollars 


Millions 


Analysis  of  State  Moneys  in  Banks  Outside  of  Helena 
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Illustration  1 
Lost  interest  resulting  from  excessive  amounts  of  state  moneys  in 
outside  banks  has  decreased  from  previous  years  primarily  from  increasing 
the  minimum  compensating  balance;  however,  in  reality  the  Treasury 
Division  has  not  significantly  reduced  the  amount  of  state  moneys  in 
outside  banks. 

We  obtained  from  the  division  administrator  a  listing  of  banks 
which  were  either  being  drawn  down  by  treasurer's  check  or  by  wire 
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transfers.  We  noted  many  instances  in  which  this  listing  was  in  error. 
There  were  many  banks  which  the  division  administrator  showed  as  being 
drawn  down  by  wire  which  were  not,  and  there  were  banks  shown  as  check 
drawdowns  which  were  on  wire  transfers. 

As  stated  above,  depository  banks  outside  of  Helena  are  supposed  to 
transfer  state  moneys  to  the  Helena  clearing  bank  on  a  weekly  basis. 
Since  the  amount  of  state  moneys  in  outside  banks  has  not  significantly 
decreased  from  prior  years,  weekly  transfers  may  not  be  adequate.  We 
also  noted  that  a  significant  number  of  the  outside  banks  do  not  transfer 
state  moneys  weekly.   A  majority  of  the  banks  which  do  not  transfer 
weekly  are  contributing  material  amounts  to  the  total  average  daily 
balance  in  outside  banks.   The  Treasury  Division  should  determine  if 
more  frequent  transfers  are  needed  to  reduce  the  amount  of  state  moneys 
in  outside  banks  and  continually  review  outside  banks  to  ensure  that 
they  perform  the  necessary  transfers. 

We  also  evaluated  Helena  depository  bank  balances.   We  noted 
amounts  of  $388,000,  $449,000,  $434,000,  and  $668,000  for  the  months  of 
May,  June,  July,  and  October  1977,  respectively,  in  excess  of  estab- 
lished compensating  balances.   This  represents  improvement  from  prior 
years;  however,  these  amounts  are  still  excessive. 

The  Department  of  Administration  and  the  Treasury  Division  should 
formulate  and  carry  out  written  procedures  to  reduce  the  amount  of  state 
moneys  in  state  depository  banks. 

RECOMMENDATION 

We  recommend  that  the  Board  of  Investments  ensure  that  the  final 
negotiated  compensating  balances  are  equitable  for  both  the  state 
of  Montana  and  the  depository  banks. 
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We  recommend  that  the  Treasury  Division  implement  written  procedures 
to  reduce  the  amount  of  moneys  in  state  depository  banks. 
INSURANCE  COVERAGE 

The  division  maintains  a  large  volume  of  bearer  instruments  consist- 
ing of  investments  of  the  Board  of  Investments,  bearer  bonds  accepted 
from  contractors  pursuant  to  Sections  82-4101  and  4102,  R.C.M.  1947,  and 
matured  state  of  Montana  bonds  and  coupons.   During  the  course  of  our 
audit  we  noted  that  these  instruments  are  not  adequately  insured.   As  of 
August  5,  1977,  the  division  had  $1,921,256  of  bearer  instruments  in 
their  possession  and  only  $999,000  of  insurance  coverage,  resulting  in 
insufficient  insurance  coverage  of  $922,256. 

A  significant  portion,  $416,256,  of  the  insufficient  insurance 
coverage  is  attributable  to  matured  state  of  Montana  bonds  and  coupons. 
Upon  receipt  of  these  bonds  and  coupons,  the  division  maintains  them  in 
their  vault  until  significant  numbers  have  accumulated.   The  division 
then  verifies  and  cancels  them.   To  preclude  increasing  insurance  coverage 
to  cover  the  bonds  and  coupons,  the  division  should  cancel  these  items 
upon  initial  receipt.   The  administrator  of  the  division  stated  that  to 
cancel  bonds  and  coupons  upon  initial  receipt  would  be  unnecessary  work 
for  her  staff. 

The  remaining  portion,  $506,000,  of  the  insufficient  insurance 
should  be  covered  by  increasing  insurance  coverage.   The  division  should 
continually  review  the  amount  of  bearer  instruments  in  their  possession 
and  adequately  insure  them. 
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RECOMMENDATION 

We  recommend  that  the  division: 

1.  Cancel  state  of  Montana  bonds  and  coupons  immediately 
upon  receipt  to  preclude  increasing  insurance  coverage  to 
cover  these  bonds  and  coupons. 

2.  Periodically  review  the  amount  of  bearer  instruments  in 
their  possession  and  adequately  insure  them. 

STATE  GENERAL  OBLIGATION  HIGHWAY  BONDS 

The  Department  of  Administration  in  their  fiscal  year  1976-77 
Montana  Financial  Report  overstated  state  General  Obligation  Highway 
Bonds  by  $205,000.   The  department  reported  $7,400,000  when  the  actual 
balance  was  $7,195,000.   The  department,  in  their  report,  did  not  take 
responsibility  for  the  outstanding  debt  figures  and  relied  on  the  State 
Treasurer's  records.   The  State  Treasurer  did  not  officially  become  a 
division  of  the  department  until  July  1,  1977. 

The  Treasury  Division's  records  reflected  a  balance  of  $7,400,000; 
however,  the  division  had  in  their  possession,  on  June  30,  1977,  $205,000 
of  redeemed  bonds  which  came  due  on  April  1,  1977.   Therefore,  the  state 
of  Montana  had  as  of  June  30,  1977  made  payment  for  the  $205,000  of 
General  Obligation  Bonds,  and  they  were  no  longer  outstanding  obliga- 
tions.  The  division  should  ensure  that  debt  figures  reported  to  the 
department  represent  outstanding  debt  obligations. 

RECOMMENDATION 

We  recommend  that  the  Treasury  Division  ensure  that  debt  figures 
reported  represent  outstanding  debt  obligations. 


-18- 


CONTRACTOR  DEPOSITS 

Pursuant  to  Section  82-4101  and  82-4102,  R.C.M.  1947,  the  Treasury 
Division  accepts  securities  from  contractors  performing  state  and  munic- 
ipal construction  projects  in  lieu  of  retainage  provisions  in  the  con- 
struction contract.   It  is  not  the  duty  of  the  division  to  determine  the 
amount  of  each  deposit  but  to  hold  the  securities  in  trust. 

The  securities  are  primarily  in  the  form  of  certificates  of  deposit, 
and  the  division  accounts  for  them  on  hand-kept  records.   We  noted 
several  instances  where  the  hand-kept  records  did  not  match  the  securities 
actually  held.   The  Statewide  Budgeting  and  Accounting  System  (SBAS)  has 
the  capability  to  account  for  these  assets  held  in  trust,  and  the  divi- 
sion should  utilize  SBAS  for  this  purpose  since  the  securities  would  be 
recorded  on  the  state's  accounting  records  and  the  division  would  achieve 
increased  accounting  control  over  the  securities. 

We  counted  the  securities  on  June  1,  1977,  and  the  division  held 
$3,005,770  on  that  date,  resulting  in  a  significant  understatement  in 
SBAS  of  assets  and  deposits  held  for  others.   The  division's  accounting 
records  are  such  that  we  cannot  determine  the  amount  of  securities  held 
at  June  30,  1977. 

RECOMMENDATION 

We  recommend  that  the  division: 

1.  Record  contractor  deposits  on  SBAS  as  assets  held  in 
trust. 

2.  Periodically  review  accounting  records  to  disclose  dis- 
crepancies between  securities  recorded  and  securities 
actually  held. 
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TREASURY  DIVISION'S  ADMINISTRATION 

Internal  administration  weaknesses  of  the  Treasury  Division,  in- 
cluding control  over  fixed  assets,  leave  records,  and  personnel  files 
are  described  in  the  following  sections. 
Fixed  Assets 

In  our  prior  audit  of  the  Treasurer's  Office  we  recommended  that 
the  office  conduct  an  annual  physical  inventory  of  fixed  assets  in 
compliance  with  Management  Memo  70-17.   The  division  did  not  comply  with 
this  recommendation  during  fiscal  year  1976-77. 

We  also  noted  that  the  division's  listing  of  fixed  assets  contained 
many  errors  in  valuation  and  that  several  items  of  equipment  were  not 
permanently  tagged.   Adequate  accounting  and  control  over  equipment  is 
necessary  to  provide  proper  physical  safeguards  over  state-owned  property. 

RECOMMENDATION 

We  recommend  that  the  division: 

1.  Take  an  annual  physical  inventory  in  compliance  with 
Management  Memo  70-17. 

2.  Maintain  adequate  accounting  and  control  over  equipment. 
Employee  Leave 

In  the  prior  audit  of  the  Treasurer's  Office  we  recommended  that 
the  office  use  a  request  for  leave  of  absence  form.   The  division  has 
not  complied  with  this  recommendation.   We  noted  21  instances  where 
division  employees  took  leave  without  preparing  a  request  for  leave  of 
absence.   During  our  audit  period  Montana  Operations  Manual  1-0304.81 
stated,  in  part,  that  agencies  will  provide  a  request  for  leave  of 
absence  form  for  their  employees. 
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We  also  noted  that  the  division  allows  its  employees  to  earn  and 
take  compensatory  time  in  increments  of  less  than  one  hour.  Montana 
Operations  Manual  3-0210  states  that  "compensatory  time  earned  and  taken 
shall  be  recorded  in  full  hours  only." 

RECOMMENDATION 

We  recommend  that  the  division: 

1.  Require  all  employees  to  submit  requests  for  leave  of 
absence  forms. 

2.  Record  compensatory  time  in  compliance  with  the  Montana 
Operations  Manual. 

Personnel  Files 

We  recommended  in  our  fiscal  year  1975-76  audit  of  the  Treasurer's 
Office  that  the  Department  of  Administration  issue  guidelines  for  state 
agencies  to  use  in  maintaining  complete  and  current  personnel  files. 
The  administrator  of  the  Personnel  Division  stated  that  these  guidelines 
are  currently  in  the  process  of  being  written.   The  Department  of  Admin- 
istration should  ensure  that  the  guidelines  are  issued. 

We  also  reported  in  our  prior  audit  numerous  instances  of  incomplete 
personnel  files.   The  administrator  stated  that  she  had  made  attempts  to 
improve  the  condition  of  personnel  files ,  yet  we  found  few  improvements . 

From  our  review  of  50  percent  of  division  employee's  personnel 
files,  we  noted  nine  instances  where  we  could  not  locate  payroll  status 
forms  or  W-4  forms.  In  an  attempt  to  locate  the  missing  documents,  the 
administrator  gave  us  a  stack  of  unfiled  documents,  some  of  which  dated 
back  to  1972.  We  located  five  of  the  missing  documents  in  this  stack; 
however,  the  administrator  should  ensure  that  each  employee's  personnel 
file  is  maintained  on  a  current  basis. 
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RECOMMENDATION 

We  recommend  that  the  Department  of  Administration  issue  guidelines 
for  all  state  agencies  to  use  in  maintaining  complete  and  current 
personnel  files. 

We  recommend  that  the  Treasury  Division  maintain  each  employee  's 
personnel  file  on  a  current  basis. 
Prior  Report  Recommendations 

The  Treasury  Division,  with  help  from  Management  Systems  Division 
of  the  Department  of  Administration,  has  during  fiscal  year  1976-77  made 
significant  improvements  involving  the  receipt  and  accounting  for  state 
moneys.   Of  the  57  recommendations  in  the  prior  audit  report,  30  have 
been  implemented,  15  have  been  partially  implemented  and  the  division 
has  not  implemented  12. 
FINAL  COMMENTS 

We  have  discussed  this  report  with  the  Director  of  the  Department 
of  Administration,  his  staff,  and,  where  applicable,  the  State  Auditor 
and  the  Director  of  the  Department  of  Labor  and  Industry.   The  full 
texts  of  their  written  responses  to  this  report  begin  on  page  34. 

We  wish  to  express  our  appreciation  to  these  officials  and  their 
respective  staffs  for  cooperation  and  assistance  during  the  audit. 
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FINANCIAL   STATEMENTS 


OFFICE  OF  THE  STATE  TREASURER 
TREASURER'S  CASH  ACCOUNTABILITY  ACCOUNT 

STATEMENT  OF  CASH  POSTTTOTT 

June  30,  1977 


RESOURCES 

Cash 

Cash  on  Hand  '  $     11,049 

Cash  in  Demand  Accounts  17,407,896     $  17,418,945 

Cash  in  U.S.  Treasury  5,585,568 

Investments 

Time  Certificates  of  Deposit  5,450,000 

STIP  Units  at  Cost  103,816,645 

Other  Investments  at  Cost  63,141,103      172,407,748 

Other  Resources 

Cash  Advanced  to  Banks  for  Purchasing 

Bonds  and  Bond  Coupons  800,692 

Deposit  Corrections  Clearing  441 

Purchased  Warrants  Clearing  3,235,352        4,036,485 

Total  Resources  $199,448,746 


ACCOUNTABILITY 

Accountability  for  Cash  in  Treasury  $180,012,319 

Accountability  for  Outstanding  Warrants  19,687,726 

Inter-entity  Transfers  Clearing  (251,299) 

Total  Accountability  $199,448,746 
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OFFICE  OF  THE  STATE  TREASURER 

Treasurer's  Cash  Accountability  Account 
Statement  of  Cash  Position 
Notes  to  Financial  Statement  June  30,  1977 

1.    TREASURER'S  CASH  ACCOUNTABILITY  ACCOUNT 

The  State  Treasurer  serves  as  the  central  bank  for  all  State  agencies. 
The  financial  transactions  relating  to  the  Treasurer's  central  banking 
function  are  recorded  in  a  separate  accounting  entity  known  as  the 
Treasurer's  cash  accountability  account. 

In  operating  within  the  state  treasury  system,  agencies  have  two 
options:   (a)  depositing  money  directly  with  the  State  Treasurer,  or  (b) 
depositing  money  in  an  approved  commercial  depository  to  the  credit  of 
the  State  Treasurer.   In  either  case,  all  money  deposited  with  the  State 
Treasurer  eventually  is  deposited  into  a  commercial  demand  bank  account 
secured  by  collateral  deposits. 

As  required  by  law,  unemployment  insurance  collections  flow  through 
an  account  with  the  United  States  Treasurer. 

About  90  percent  of  the  financial  transactions  recorded  in  the 
Treasurer's  cash  accountability  account  are  made  automatically  through 
utilization  of  computer  programs.   Whenever  a  state  agency  submits  a 
transaction  which  either  increases  or  decreases  the  cash  in  treasury  for 
a  particular  accounting  entity,  a  computer  program  triggers  an  entry  to 
the  Treasurer's  records.   The  summation  of  these  entries  produces  one 
general  ledger  and  grand  total  amounts  for  cash  in  demand  accounts,  cash 
in  treasury,  outstanding  warrants,  investments  of  general  treasury  cash, 
and  others. 

Most  money  held  by  the  Treasurer  including  float  is  invested.   All 
interest  earned  on  general  treasury  cash  is  credited  to  the  general  fund 
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account.   Some  state  money  is  invested  specifically  on  behalf  of  an 
accounting  entity  or  other  account  as  permitted  by  specific  statutes. 
These  investments  are  recorded  in  those  accounting  entities. 

As  with  most  states,  the  initial  disbursement  of  funds  is  made  by 
warrant  which,  in  essence,  is  a  sight  draft  on  the  State  Treasurer.   The 
total  of  warrants  not  yet  presented  to  the  State  Treasurer  for  payment 
is  identified  as  "accountability  for  outstanding  warrants." 

2.  INVESTMENTS 

Investments  are  stated  at  cost,  which  approximates  market  for 
Treasurer's  Fund  investments. 

The  Board  of  Investments  is  responsible  for  investing  the  state's 
surplus  treasury  cash  (the  Treasurer's  Fund).   Short  Term  Investment 
Pool  units  comprise  60  percent  of  the  Treasurer's  Fund  investments.   The 
Short  Term  Investment  Pool  (STIP)  affords  participants  liquidity  and  a 
return  on  moneys  that  are  surplus  for  short  periods  of  time.   The  Treasurer's 
Fund  investments  also  include  Montana  certificates  of  deposit,  repurchase 
agreements  and  corporate  obligations  (other  investments) . 

3.  TREASURER'S  CASH  ACCOUNTABILITY  ACCOUNT  AS  PRESENTED  IN  MONTANA'S 
FINANCIAL  REPORT 

The  Department  of  Administration  published  a  statement  representing 
the  Treasurer's  Cash  Accountability  Account  in  the  Montana's  Financial 
Report  for  fiscal  year  1976-77.   This  published  financial  statement 

contains  certain  differences  from  the  financial  statement  on  page  23  of 
this  report,  which  was  prepared  from  the  Statewide  Budgeting  and  Accounting 
System  (SBAS) .   These  differences  are  displayed  below. 
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Financial  Statement  Montana 

in  this  Report  Financial  Report 

Cash  in  Demand  Accounts  $17,407,896  $17,393,442 

Deposit  Corrections  Clearing  441  -0- 

Purchased  Warrants  Clearing  3,235,352  -0- 
Accountability  for  Outstanding 

Warrants  19,687,726  16,186,180 

Interentity  Transfers  Clearing  (251,299)  -0- 

The  difference  in  cash  in  demand  accounts  is  attributed  to  the 
Department  of  Administration's  adding  deposit  corrections  clearing  to 
cash  in  demand  accounts  and  the  department's  adjusting  additional  errors 
located  by  the  task  force  subsequent  to  June  30,  1977,  but  prior  to 
publication  of  the  Montana's  Financial  Report.   These  additional  errors 
totaling  $14,895  involve  both  cash  in  demand  accounts  and  outstanding 
warrants.   The  department  offset  purchased  warrants  clearing  and  interentity 
transfers  clearing  against  outstanding  warrants. 
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OFFICE  OF  THE  STATE  TREASURER 

ALL  FUNDS 

BALANCE  SHEET 

June  30,  1977 


Federal  and 
General  Private  Grant 

Fund  Clearance  Fund 


ASSETS 

Cash  in  Treasury  $7 

Available  to  Pay  Accrued 

Expenditures  $4,909  

Total  Assets  $4,909  £7_ 

LIABILITIES  AND  FUND  BALANCE 

Accrued  Expenditures  $4,909 

Uncleared  Collections  $7 

Fund  balance  -0-  ~0~ 

Total  Liabilities  and 

Fund  Balance  $4,909  $7 
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OFFICE  OF  THE  STATE  TREASURER 

ALL  FUNDS 

STATEMENT  OF  EXPENDITURES  COMPARED  TO  APPROPRIATIONS 

Fiscal  Year  Ended  June  30,  1977 


General  Fund  Appropriation 
Amendments 

Total  Appropriation 
Expenditures 

Unexpended  Balance 

Earmarked  Revenue  Fund 
Appropriation 
Amendments 

Total  Appropriation 
Expenditures 

Unexpended  Balance 

Federal  and  Private  Grant 

Clearance  Fund  Expenditures1 


Total  Appropriations 
Total  Amendments 
Expenditures  Authorized 
Without  Appropriations 
Total 
Total  Expenditures 


1 


Treasury 

Local 

Management 

Assistance 

Program 

Program 

Totals 

$130,421 

$   130,421 

6,000 

6,000 

136,421 

136,421 

131,431 

131,431 

$  4,990 

$    4,990 

$3,000,000 

$3,000,000 

3,575,000 

3,575,000 

6,575,000 

6,575,000 

6,575,000 

6,575,000 

$    -0- 

$    -0- 

$   209,927 

$   209,927 

$130,421 

$3,000,000 

$3,130,421 

6,000 

3,575,000 

3,581,000 

209,927 
6,784,927 

209,927 

136,421 

6,921,348 

131,431 

6,784,927 

6,916,358 

$  4,990 

$    -0- 

$    4^990 

federal  and  Private  Grant  Clearance  Fund  does  not  require  an  appropriation. 
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OFFICE  OF  THE  STATE  TREASURER 

ALL  FUNDS 

STATEMENT  OF  CHANGES  IN  FUND  BALANCES 

Fiscal  Year  Ended  June  30,  1977 


Balance  July  1,  1976 

Additions: 

Appropriated  from 

General  Fund 
Cash  Available  from 

Consolidated  Entity1 
Revenue 

Prior  Year  Expenditure 
Adjustments 
Total  Balance  Plus  Additions 

Deductions : 

Revenue  Transferred  to 
General  Fund 

Expenditures 

Reversions 
Total  Deductions 

Balance  June  30,  1977 


Earmarked 

Federal  and 

General 

Revenue 

Private  Grant 

Fund 

Fund 

Clearance  Fund 

-0- 


136,421 


1,300,783 


1,300,783 

131,431 

4,990 

1,437,204 


$ 


-0- 


-0- 


$   1,545 


6,575,000 


1,437,204     6,575,000 


209,927 

(1,545) 
209,927 


6,575,000 
6,575,000 
$    -0- 


209,927 
209,927 

$    -o- 


^The  Department  of  Revenue  collects  and  records  this  revenue  which  is 
a  tax  on  diesel  fuel  and  liquid  petroleum.   The  Treasury  Division 
distributes  it  to  cities,  towns,  and  counties  for  construction, 
reconstruction,  maintenance,  and  repair  of  rural  roads  and  city  or 
town  streets  and  alleys. 


-30- 


OFFICE  OF  THE* STATE  TREASURER 


ALL  FUNDS 

STATEMENT 
Fiscal 

OF  EXPENDITURES 
Year  Ended  June 

BY 
30, 

OBJECT 
1977 

Treasury 
Management 
Program 

Local 
Assistance 
Program 

Total 
Expenditures 

Personal  Services 
Salaries 

Employee  Benefits 
Total 

$104,322 

12,980 

117,302 

$ 

104,322 

12,980 

117,302 

Operating  Expenses 
Contracted  Services 
Supplies  and  Materials 
Communicat  ions 
Travel 

Repair  and  Maintenance 
Other  Expenses 
Total 

5,196 

4,581 

1,679 

324 

2,274 

75 

14,129 

5,196 

4,581 

1,679 

324 

2,274 

75 

14,129 

Local  Assistance 


$   209,927 


209,927 


Grants 

Total  Expenditures 


$131,431 


6,575,000 
$6,784,927 


6,575,000 
$6,916,358 
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OFFICE  OF  THE  STATE  TREASURER 

Notes  to  the  Financial  Statements 
Fiscal  Year  Ended  June  30,  1977 

1.  SUMMARY  OF  SIGNIFICANT  ACCOUNTING  POLICIES 

The  preceding  financial  statements  were  prepared  from  the  Statewide 
Budgeting  and  Accounting  System  (SBAS) . 

The  state  of  Montana  utilizes  the  modified  accrual  basis  of  account- 
ing.  Modified  accrual  is  defined  as  "that  method  of  accounting  in  which 
expenditures  are  recorded  on  the  basis  of  valid  obligations  and  revenues 
are  recorded  when  received  as  cash.   Full  accrual  accounting  will  be 
permitted  if  the  need  justifies  the  application.   At  the  end  of  a  fiscal 
year,  all  valid  obligations  against  an  appropriation  are  to  be  accrued 
as  expenditures  as  provided  by  law."   (Montana  Operations  Manual  2- 
0240.40) 

2.  RETIREMENT  PLAN 

The  Treasurer's  employees  are  covered  by  the  Public  Employees' 
Retirement  System,  a  contributory  plan  under  which  the  state  contributes 
5.55  percent  of  an  employee's  gross  wages  and  the  employee  contributes  6 
percent  of  his  gross  wages.   The  Treasurer's  office  incurred  pension 
costs  of  $5,692  during  fiscal  year  1976-77.   The  state's  policy  is  to 
fund  accrued  pension  costs. 

3.  VACATION  AND  SICK  PAY 

Liabilities  incurred  because  of  employees'  unused  vacation  and  sick 
pay  are  not  recorded.   The  related  expenditures  are  recorded  when  paid. 
Permanent  employees  are  allowed  to  accumulate  and  carry  over  into  a  new 
calendar  year  a  maximum  of  two  times  their  annual  accumulation  of  vacation. 
Upon  termination,  qualifying  permanent  employees  having  unused  accumulated 
vacation  and  sick  leave  receive  payment  for  vacation  on  a  100  percent 
basis  and  sick  leave  on  a  25  percent  basis.   The  amount  of  the  liability 

-32- 


associated  with  unused,  accumulated  vacation  and  sick  leave  at  June  30, 
1977,  is  maintained  on  an  hourly  basis  rather  than  by  dollar  amount. 
The  monetary  liability  is  not  calculated  until  an  employee  terminates. 

4.  GENERAL  FIXED  ASSETS  AND  DEPRECIATION 

General  fixed  assets  purchased  are  recorded  as  expenditures  in  the 
various  funds  at  the  time  of  purchase.   There  are  no  accounting  controls 
for  the  general  fixed  assets  group  of  accounts,  and  depreciation  is  not 
provided  on  general  fixed  assets. 

5.  REVENUE  ESTIMATE  FOR  BUREAU  OF  LAND  MANAGEMENT  TAYLOR  GRAZING 
The  Statement  of  Revenue  Compared  to  Revenue  Estimates  for  fiscal 

year  ended  June  30,  1977,  on  page  28  of  this  report,  presents  estimated 
Federal  and  Private  Grant  Clearance  Fund,  Bureau  of  Land  Management, 
Taylor  Grazing  revenue  as  $2,854,517.   Due  to  an  error,  this  amount  was 
materially  overestimated.   The  estimate  should  have  been  approximately 
the  amount  actually  received. 
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AGENCY   REPLIES 


THOMAS   L.   JUDGE,   Governor 


STATE  OF1  MONTANA 

Department  ojk  Admimstkation 

DIRECTOR'S  OFFICE 

MITCHELL  BUILDING 

HELENA.    MONTANA   50001 


Mr.  Morris  L.  Brusett 

Legislative  Auditor 

Office  of  the  Legislative  Auditor 

State  Capitol  Building 

Helena,  Montana  59601 

Dear  Morris: 


April   20,    1978 


RECEIVED 

ft?R  2  3  1973 

MONTANA  LEGISLATIVE  AUDITOR 


In  accordance  with  your  request  I  have  reviewed  the  report 
on  the  audit  of  the  Treasury  Division  of  the  Department  of  Administra- 
tion and  submit  the  following  response  to  the  recommendations  contained 
in  the  report . 

RECOMMENDATION  -  Page  5 

We  tie.comme.nd  that  the.  divLd-ion  maintain  the.  ca&h  change,  land 
at  eAtabtu>he,d  impn.u,t  amount. 

We  concur.   This  recommendation  has  been  implemented. 

RECOMMENDATION  -  Page  6 

We  nccommend  that  the.  division  eJ>tabLU>h  a  policy  Jie.quou.ng 
daily  deposit  oh  aJUL  checks  ca6 he.d  in.om  the,  change,  ^und. 

We  concur.   A  policy  has  been  established  that  all  checks 
cashed  prior  to  the  daily  closing  will  be  deposited  on  the  following 
business  day. 

RECOMMENDATION  -  Page  6 

We  recommend  that  the,  division  cnbuJie.  that  an  apptwpniatz 
MxpeAviAon.  icvieu)  and  approve,  bank  AcconciZiation  on  a 
•6  ample.  ba6-ii>. 

We  concur.   A  reconciliation  check  list  has  been  established 
for  use  in  the  division. 

RECOMMENDATION  -  Page  7 

We  ne.comme.nd  that  the.  division  znAafie.  that  alt  6 tote.  de.poi>itoh.y 
bank*  have  cuAAcnt  lii>ti>  o&  authoAA,ze,d  check  AigneJU. 
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MONTANA  IS  AN   EQUAL  OPPORTUNITY  EMPLOYER 


Mr.  Morris  L.  Brusett 

Page  2 

April  20,  1978 

We  concur.  New  signature  cards  were  filed  with  the  banks  to 
be  effective  July  1,  1977.  Annual  reminders  will  be  sent  to  the  banks 
advising  them  of  the  names  of  the  current  authorized  signatures. 

RECOMMENDATION  -  Page  8 

We  i2.comme.nd  that  the  Trea*ury  Division  and  the.  Employment 
Security  Vivi*lon  implement  policie*  and  pn.oce.duAU  to 
eliminate  the.  ph.eAe.nt  Internal  control  weakne**e*  and 
duplication  ol  e^ort  problem*  a6*o  elated  with  the. 
Employment  Security  division  bank  account* . 

We  concur.   As  indicated  in  our  response  to  the  audit  of  the 
Employment  Security  Division,  we  will  attempt  to  find  a  solution  to  the 
problem. 

RECOMMENDATION  -  Page  8 

We  fie.comme.nd  that  the  divi*lon  perform  timely  reconciliation* 
o^  paying  agent  bond  and  coupon  account*. 

We  concur.   The  Treasury  Division  reconciles  all  paying  agent 
bond  and  coupon  accounts  as  soon  as  the  statements  are  received.   All 
paying  agent  banks  have  been  requested  to  supply  monthly  bank  statements. 
However,  not  all  of  the  banks  have  complied  with  the  request.   The 
division  will  continue  its  efforts  to  obtain  monthly  statements. 

RECOMMENDATION  -  Page  9 

We  recommend  that  the  division  maintain  *ub6ldlary  ledger*  to 
*upport  the  balance  in  the  purcha*ed  bond  and  coupon  cleaning 
account. 

The  treasurers  hand  posted  subsidiary  bond  and  coupon  ledgers 
have  been  useful  in  detecting  errors.   Currently  the  paying  agent  bank 
statements  are  reconciled  to  the  subsidiary  ledger  as  they  are  received. 
However,  we  agree  changes  should  be  made.   I  have  set  a  high  priority 
for  a  project  that  will  formalize  long  term  debt  accounting  in  the  state- 
wide budgeting  and  accounting  system.   This  project  will  be  initiated 
upon  completion  of  the  current  effort  to  upgrade  the  statewide  account- 
ing system. 

RECOMMENDATION  -  Page  11 

We  recommend  that  the  Trea*ury  Division  en*ure  through  coordina- 
tion vollh  the  State  Auditor.'*  O^ice  that  the  purchased 
warrant*  clearing  account  i*  properly  reported  at  hiAcal 
year- end. 
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Mr.  Morris  L.  Brusett 

Page  3 

April  20,  1978 


We  concur.   There  has  been  close  cooperation  between  the  two 
offices.   The  large  volume  of  transactions  presented  at  year-end  closing 
complicates  the  cutoff  procedures.   We  will  make  a  special  effort  to 
ensure  that  all  reasonable  steps  are  taken  to  perfect  the  closing  entries 
this  year. 

RECOMMENDATION  -  Page  12 

We  recommend  the  Accounting  Division  o{  the  Department  o{ 
Administration  and  the.  State.  Auditor  coordinate.  activities 
to  ensure  that  alt  warrants  recorded  as  outstanding  one. 
matted. 

We  do  not  concur  with  the  interpretation  of  an  outstanding 
warrant.   The  stated  interpretation  was  designed  to  prevent  private 
business  from  manipulating  expenses  for  tax  purposes.  We  believe 
our  current  policy,  that  a  warrant  is  outstanding  from  the  time  it  is 
prepared  until  it  is  cashed  or  cancelled,   is  the  proper  policy  for  the 
state. 

RECOMMENDATION  -  12 

We  fte.comme.nd  that  the.  State.  Auditor  work  with  the.  Department 
o{  Administration  to  determine  the  best  method  o{  accounting 
{or  returned  warrants. 

See  response  to  previous  recommendation. 

RECOMMENDATION  -  Page  13 

We  recommend  that  the  Computer  Services  Division  estabtish 
and  implement  written  procedures  concerning  the  handling 
o{  blank  warrants. 

We  concur.   The  Computer  Services  Division  has  established 
and  implemented  written  procedures  concerning  the  handling  of  blank 
warrants. 

RECOMMENDATION  -  Page  16  &  17 

We  recommend  that  the  Board  o{  Investments  ensure  that  the  {Inal 
negotiated  compensating  balances  are  equitable  {or  both  the 
state  o{  Montana  and  the  depository  banks. 

We  recommend  that  the  Treasury  Division  Implement  written 

procedures  to  reduce  the  amount  o{  moneys  In  state  depository 
banks. 
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Mr.  Morris  L.  Brusett 

Page  4 

April  20,  1978 

We  concur.  We  have  been  reviewing  weekly  transfer  procedures 
and  are  analyzing  alternative  methods  to  improve  the  cash  flow.   I  have 
discussed  the  matter  with  a  special  committee  of  the  Montana  Bankers1 
Association  and  the  Board  of  Investments.   We  plan  to  have  written  pro- 
cedures for  a  revised  transfer  system  completed  and  ready  for  implementa- 
tion no  later  then  July  1,  1978.   The  Investment  Board  will  be  consulted 
during  the  implementation  to  obtain  their  concurrence  concerning  compen- 
sating balances. 

RECOMMENDATION  -  Page  18 

We  necommend  that  the  division: 

7.  Cancel  state  oi  Montana,  bond*  and  coupon*  immediately 
upon  fte.coA.pt  to  preclude.  increasing  insurance  coverage 
to  coven,  that  bond*  and  coupon*. 

1.     PeAiodicalZy  review  the  amount  o&  bearer,  instrument* 
in  their  possession  and  adequately  insure  them. 

We  agree  and  will  plan  the  steps  necessary  to  control  and 
cover  the  amount  of  these  instruments  in  the  treasury.   Due  to  the  fact 
that  non-state  bonds  and  coupons  are  occasionally  commingled  with  the 
state  bonds,  we  believe  that  immediate  cancellation  could  present  problems. 
A  more  rapid  processing  appears  to  be  a  better  solution.   The  necessary 
budget  increase  is  being  requested  to  accomplish  this  and  to  obtain 
additional  insurance  coverage  when  needed. 

RECOMMENDATION  -  Page  18 

We  Ke.comme.nd  that  the  Treasury  division  ensure  that  debt 
figures  reported  represent  outstanding  debt  obligations . 

We  concur.   The  bonds  referred  to  were  not  presented  by  the 
paying  agent  bank  until  the  last  days  of  June.   Unfortunately,  in  the 
closing  rush  the  bonds  were  not  cleared  and  the  payment  recorded.   Special 
attention  will  be  given  to  this  matter  to  insure  compliance. 

RECOMMENDATION  -  Page  19 

We  recommend  that  the  division: 

1.  Record  Contnactofi  deposits  on  SBAS  as  assets  held 
in  trust. 

2.  Periodically  review  accounting  records  to  disclose 
da,  ctie.panci.es>  between  securities  seconded  and 
securities  actuaJULy  hetd. 
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tions, 


Mr.  Morris  L.  Brusett 

Page  5 

April  20,  1978 

We  concur.   The  records  have  been  placed  on  the  statewide 
budgeting  and  accounting  system. 

RECOMMENDATION  -  Page  20 

We.  nzc.ornnz.nd  that  the  division.: 

1.  Take,  an  annual  physical  Inventory  In  compliance  with 
Management  Memo  70-17. 

2.  Maintain  adequate  accounting  and  control  over  equip- 
ment. 

We  concur.   Steps  have  been  taken  to  implement  these  recommenda- 

RECOMMENDATION  -  Page  21 

We  recommend  that  the  division: 

I.  RequlAe  ait  employees  to  submit  requests  ion.  leave 
oi  absence  iorms. 

1.     Record  compensatory  time  In  compliance  wAh  the  Montana 
Operations  Manual. 

We  concur. 

RECOMMENDATION  -  Page  22 

We  ftecommend  that  the  Department  oi  Administration  Issue 
guidelines  ion  all  state  agencies  to  use  In  maintaining 
complete  and  cunjtent  personnel  illes. 

We  necommend  that  the  lneasury  Division  maintain  each  employee's 
personnel  ille  on  a  cunrent  basis. 

We  concur.   The  Personnel  Division  has  issued  proposed  guide- 
lines and  is  currently  gathering  agency  input  on  the  proposal. 

The  annual  audit  of  the  Treasury  Division  has  provided  significant 
assistance  in  improving  the  treasury  operation.   I  greatly  appreciate  the 
diligent  work  performed  by  the  Treasury  Task  Force  and  the  staff  members  of 
the  Legislative  Auditor's  Office,  the  Treasury  Division,  Management  Systems 
Division,  the  State  Auditor's  Office  and  the  Accounting  Division. 
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Mr.  Morris  Brusett 

Page  6 

April  20,  1978 


In  the  current  budget  planning  process  I  have  placed  top  priority 
on  the  resources  I  believe  necessary  to  continue  the  improvement  of  the 
treasury  operation. 

Sincerely  yours , 


(J  Jack  C.  Crosser 


Director 


JCC:dr 

Eric. 
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OrfMJfru&)B    : 


OFFICE   OF 

E.  V.  "SONNY"  OMHOLT 

STATE  AUDITOR 

COMMISSIONER  OF    INSURANCE 
INVESTMENT  COMMISSIONER 
CENTRAL  PAYROLL   SYSTEM 


RECEIVED 

A?R1  01973 

MONTANA  LEGISLATIVE  AUDITOR 


Helena, Montana.  59601 


April    18,    1978 


Mr.  Morris  L.  Brusett 

Legislative  Auditor 

Office  of  the  Legislative  Auditor 

State  Capitol 

Helena,  Montana  59601 

Dear  Mr.  Brusett: 

Attached  are  written  comments  to  the  portion  of  audit  report  of  the  Treasury 
Division  of  the  Department  of  Administration  which  addresses  three  recommendations 
to  this  office. 

Also  attached  are  the  copies  of  the  three  sections  of  the  audit  report.   Please 
be  advised  that  we  felt  that  it  was  necessary  to  make  one  photocopy  of  each 
section  as  support  documentation  for  our  response. 


Sincerely, 


?> 


TT.  V.  "SONNY"  OMHOLT 
State  Auditor  6c  Ex  Officio 
Commissioner  of  Insurance 


Attachs. 
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THE  INSURANCE  AND  INVESTMENT  DEPARTMENTS  WERE  CREATED  FOR  THE  PROTECTION  OF 

THE  CITIZENS  OF  MONTANA.     USE  THEM! 


RECOMMENDATION 

We  recommend  that  the  Treasury  Division  and  the  State  Auditor 
work  together  to  properly  report  the  purchased  warrants 
clearing  account  at  fiscal  year-end. 


The  State  Auditor  agrees  with  this  recommendation. 


*************************************** 

RECOMMENDATI ON 

We  recommend  the  Accounting  Division  of  the  Department  of 
Administration  and  the  State  Auditor  coordinate  activities 
to  ensure  that  all  warrants  recorded  as  outstanding  are 
mailed. 


The  State  Auditor  does  not  agree  with  this  recommendation 
as  all  warrants  do  not  need  to  be  mailed. 


*************************************** 

RECOMMENDATION 

We  recommend  that  the  State  Auditor  work  with  the  Department 
of  Administration  to  determine  the  best  method  of  accounting 
for  warrants  returned  by  the  Postal  Service. 


The  State  Auditor  does  not  agree  with  this  recommendation. 
The  cost  for  additional  personnel  and  forms  or  equipment  to 
account  for  the  continual  changing  of  the  outstanding 
catagories  of  warrants  would  be  difficult  to  justify. 
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j&ate  of  Montana 

^tpnxtmtni  of  Qnbxxt  nxtb  Inbnstxv 


THOMAS  L.  JUDGE 
GOVERNOR  OF  MONTANA 


449-2621 

$e!ma,  59601 
April  20,   1978 


DAVID  E.  FULLER 
COMMISSIONER 


Mr.  Morris  Brusett 
Legislative  Auditor 
Room  135,  State  Capitol 
Helena,  Montana  59601 


Dear 


M^WM^J 


RECEIVED 

APk  2  J  1973 

MONTANA  LEGISLATIVE  AUDITOR 


In  reply  to  your  letter  of  April  6,  1978,  I  am  pleased  to 
provide  the  requested  response  to  the  Legislative  Audit  of 
the  Treasury  Division  and  the  Employment  Security  Division. 


If  you  have  questions,  please  le 


know. 


erely 


FULLER 
ssioner 
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Page  8  -  RECOMMENDATION 

We  recommend  that  the  Treasury  Division  and  the  Employment  Security 
Division  implement  policies  and  procedures  to  eliminate  the  present 
internal  control  weaknesses  and  duplication  of  effort  problems  associated 
with  the  Employment  Security  Division  bank  accounts. 


RESPONSE 

We  do  not  concur.     Our  federal   partners  indicate  this  would  create 
a  co-mingling  of  funds  and  object  to  us  doing  this. 
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STATE  OF  MONTANA 

DEPARTMENT    OF    ADMINISTRATION 

BOARD     OF     INVESTMENTS 


April   18,    1978 


ROOM  236.  MITCHELL  BUILDING 

HELENA,  MONTANA    59601 

(406)  449-2656 


Morris  L.  Brusett 

Legislative  Auditor 

Office  of  the  Legislative  Auditor 

State  Capitol 

Helena,  Montana   59601 

Dear  Morris: 


HfcUtiVtD 

APR  1  9  1973 

MONTANA  LEGISLATIVE  AUDITOR 


In  regards  to  your  audit  of  the  Department  of  Administration,  Treasury 
Division,  your  recommendation  is  as  follows: 

RECOMMENDATION 


We  recommend  that  the  Board  of  Investments  ensure  that  the  final 
negotiated  compensating  balances  are  equitable  for  both  the  state 
of  Montana  and  the  depository  banks. 


REPLY 


The  Board  of  Investments  is  and  has  been  aware  of  the  problem 
of  improving  the  collection  process  of  state  revenues.   The  board 
has  received  several  progress  reports  from  the  state  treasurer 
since  the  procedure  for  automatic  transfers  has  been  initiated. 
Realizing  the  importance  of  establishing  equitable  compensating 
bank  balances  in  relation  to  the  amount  of  outstanding  warrants, 
the  board  extended  to  the  treasurer  a  reasonable  amount  of  time 
to  work  out  a  system  and  level  which  would  be  a  justifiable  com- 
pensating balance.   Once  this  program  has  been  completed,  the  board 
will  review  the  compensating  bank  balances  to  ensure  they  are 
equitable  to  both  the  state  and  the  depository  banks. 


Sincerely, 


ames  R.  Howeth 
Investment  Officer 


iUoA^ 


JRH/dmp 
Enclosure 


&• : 
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